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Designed f bt the general publ ic arid, pb'ssibly suitable 
school ecbribmics studerits , thi s pamphlet di scusses a 
federal law that requi res_ that the bbrrbwer^ as well as the leride£ 
comply with gbverrimerit rules relating tb the us§ bf credit in 
purchasing securities, everi when the bbrrbwer bbtains credit outside 
theUriited States^ The pamphlet_f bcuses on Regulation X, entitled 
"Rules Gbverriirig Bbrrbwers Who Obtain Securities Credi t , " as one of 

four margin regulations relating to securities credit^ ^_!^rA?^_ 

explanation of margin regulations and a description of how margin 
works is followed by an hi stor ical look at the essential role 
government regulation of securities credit plays in preventing 
national money crises. Concern over the potent ially' upsetting effects 
that borrowing abroad to^buy U . stocks might have on securities 
markets rn the Uqited States is described as the main reason for the* 
implementation of the law. Also discussed are the widespread effects 
of this law aimed particularly at foreign, borrbwirig and the 
penalties mandated for violators. The firial sectibn lists the cities 
in which Federal Reserve Banks can be contacted fbr further 
information. (LH) 



* Reproductions supplied by EDRS are the best that can be made * 

* from the or i.ginail^ document . * 
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^ . Planning to biiy soiiic stock bri credit? 

Wjiaievcr yoar objective .speculation or a long-term in- 
vestment^if yoa.nccd credit to close (he deal, there is 
so?nething you should know about. 

Tliere's a Federal law-passed by Cdrigrcss effective No- 
vember 1, 1971*that requires the borrower, as well as the 
lender, to comply with the Covernrrieril's rules relating t(j 
the use of credit in purchasing securities, even when the bor- 
rower obtains the credit outside the United Slates. 

Before that date, the responsibiiily of complying with 
these rules generally was on the lender-a bank, broker- 
dealer, -or other type of lending institution. Now the re- 
sponsibility for compliance is shared by the^lendcr fl/it/ the 
borrower. Borrowers wlto wilifaily obtain credit on secu- 
rities illegaiiy are subject to severe penalties. The maximum 
penalty upon conviction is a $10,O00rme and 5 years in jail. 



Regulation X 



The rules that borrowers must follow are. described in 
Regulatiofi X, issued by the Board of Governors of the 
Federal' Reserve System. Tliis regulation is entitled ^'Rules 
Governing Borrowers Who Obtain Securities ^Credit" and 
free copies are availabje at Federal Reserve offices through- 
out the country and most U.S. eiiibassies abroad. Banks, 
brbkerKlealers arid inariy other lenders also have copies of 
the Rcgulatibri or arc fariiiliar with its prbvisidris. Ask 
yoiir banker or broker aboiit therii. 



Margin Regulations— 
. What Are They? 



Since the early 1930's, the Federal Reserve has been 
ditected by law to restrain the excessive use of^credit for 
the purpose of buying securities. This is done by setting 
a limit on the amount of funds that banks, broker-dealers 
and others may lend on stock and convertible bonds. The 
limit is always less than the market val lie of the sectiriiies 
tfi"* "Qf "iledged as cdllateral. The difference between the 
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; credit value and the market vaiue is known as the customer's 
margin. 

Regulation X is one of four reguiatibiis issued by the Fed- 
eral Reserve relating to securities credit. The other three 
apply to the various types b^ lending ihstitiitibhs. Regii- 
latibri T, for exampic, sets forth the i-iiles that broker- 
dealer firm must follow in extending credit on securities. 
Regulation U applies to bank credit for the purpose of 
purchasing or carrying margin stocks, while Regulation G 
applies to at] orher lypes of tenders who extend securities 
credit. 



How Margin Works ^ 



When the. Federal Resepre set" a margin requirement it 
is, in effect, specifying the minimam down payment that 
must be made in a transaction. For example, if the margin 
requirement is 55 per cent, a borrower subject. to Rego- . 
latiun X would be required to make a down payment equal 
to at least 55 ner cent of ;the Jotal dollar 'amount of the , - 

_ _ V _y _ r. 

transaction. He could obtain credit for the remaining 45 

, per cent,* If the Federal Reserve Board, decided that an 

\ _ _ _. . 

excessive amount of credit were being extended at this 
margin level, it could increase the required down payment 
for credit. Conversely, if the" Board decided that sound * • 
transactions were being liririecessatily restrniried at this 
iiiargiri level, it cbiild Ibwer the reiquired dby/ri-pgq/rhcrit, 

-- \ : . 

Wliy Government 
Regulation? 

The idea that Government regulation of securities credit 
might play an essential role in preventing money crises goes 
back more than 60 years. In 1910, a studj^ by the National ^ 
Monetary Commission showed that extensive use of stock 



* If he does not have tlie cash, he could satisfy the margin require- ^ 
mcnt.s by depositing. stock collateral with a sufficient loan value, 
r-or example, he couJ3vii)irow_ $1,000 by depositing stock havlrig 
a market value of $2»222 (45 per cent of $2,222 equals aboiit 
$1,000). 



* •market- crcdil accompanied major nnancial crises from 
1873 to 1907: Direct controls on the use of securities credit 
were not imposed; however, until 1933; 

In that year, Congress directed the Federal Reserve to re- 
strain the umiue tise sf hank credit for speculatiori in secu- 
rities, llic roiiowing'7car-in the Securities Exchange Act 
of l934--the Federal Reserve was specifically aUlhdri^ed• 
lo issue regulations setting limits on the amount of cr?dil 
that brokvr^fsim, bmiks, and any other tendm rijay pro- 

' vide for (he purpose of purchnsing or. carrying securities. 

'Until 1969, these regulations applied only to sccarilies 
listed on national stock exchanges such as tlie New York 
and American exclianges. hi that year; the law was ex- 
panded to include securities sold outside the exchange^- 
in the so-called *'Ovcr-lhe'Counter" market. Over 1200 
of these OTC securities-with characteristics similar to 
tlibsc listed ijii the exchRPges- are now subject to niargiii 
rcglilatibri. Tlie Federal Reserve periodically publishes a 

^ list of OTC margin stocks For the inrormatibh of the piiblic, 

Tlie borrower became subject to margin regulations tluough 
Title HI of the Public fcaw 91-588, effective ^Jovember I, 
j97i. the Federal Reserve issued Regulation X to imple- 
ment that law, 

The Congressional committees that prepared the 1970law' 
expressed concern ^bout the potentially upsetJirig effect 
that borrowing abroad to buy U:S: stocks might have on 
securities markets in the United States; eonsequently, the 
law is aimed particularly at foreign borrowing: However; its 
provisions apply as well to borrowing in this country: 

New Law Affects 
Maiiy Ifivestoi^ 

Many investors arc affected by th^ law and Regulation X, 
More than 30 million Americans own stocks and bonds and 
margin credit totah'ng several biiiions of dollars Isoutstarid- 
ing at any given time* 

Regulation X requires a borrower to compiy with the Fed- 
eral regulation that applies to the person or firm extending 
liim credit ib buy a security, if the credit is obtained from 
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ij broker-dealer, for example, then the bbrrbwcr-as well as 
tlie brbkef-dcal^r-must comply with the Regulatioii T. If 
a pcrsbri bbrrbVvs abroad, he must comply with the margin 
rcguliition that would apply if the credit were obtained ^iil 
the United StateS'-even if the foreign lender is rial subject 
to any margin regulation: 



Violations 



A borrower is subject to prbsecutibh if a violation of the 
law or regulation is willful. Any person who wilirully aids 
or abets the violation of any provision of Regulation X is 
considered to be a violator and could be prosecuted. 

Remember! The penalties for violations are severe in many 
cases. Upbri conviction they range as high as a $10,00 fine 
and 5 years in jail. ^ ^ , 



Get TI.e FacU 



Get the facts' and famiiiarize yoursplf with the margin 
regulations tcforE yoo obtain credit to buy seeurities:. 

Further information may be obtained from the Board of 
Gbverndrs of the Federal Reserve System in Washington or 
from any Federal Reserve Banker office: Federal Reserve 
Banks are located at Boston, New York, Philadelphia, 
Cleveland; Richmond, Atlanta, Chicago, St: bonis, Minne- 
apolis, Kansas- City, Dallas and San Francisco: Other offices 
are located at Buffalo, Cincinnati, Pittsburgh; Baltimore, 
Charlotte; Birmingham, JacksonviHe; Miami, Nashvilie; New 
Grieans. Detroit, tittle Rock, Loulsvilie, Memphis, Helena, 
Denver, Okiahoma Giiy, Omaha, Efpaso, Houston, San^An- 
tonio, Los Angeles, Poriland, Salt Lake City and Seattle. 



i Board of Go Vemors of the Federal /? escrve System 
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